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CONCLUSIONS

The Government of Ukraine is in the process of redructuring its socid assstance programs.
Effective targeting is necessary because Ukraine lacks the money in the State Budget to asss dl
families who would usudly be consdered poor. This report describes dternative mechanisms for
targeting this assgance to the poorest and most needy families It is intended as a companion
report to “ Poverty Among Familiesrecalving Targeted Socid Assstance.”

At present, digibility for targeted sodd assstance is not linked to any Sandard definition of
poverty, the poverty leve, or income. Different terms are used in the Conditution of Ukraine, in
laws setting up socid assstance programs, and in many other normative acts related to poverty and
socid assgance.  The result is the inability of policymakers to identify who is poor and the inability
to create sandard procedures for targeting assistance.

The bass for a unified definition of povety should be the “minimum subsstence level”. But the
methodology for caculding this subsgence levd should dlow for variaions in the cods of
purchasng goods and services among different regions and for differences between families living
in uban and rurd aess. The minimum subsgence levd should dso indude methodology for
dlowing for differences in family size and composition.
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1. INTRODUCTION

11 THE NEED TO DEFINE WHO 1SPOOR IN UKRAINE

The incomplete and imperfect economic trangtion in Ukraine is credting red hardship for many
families. Single pensoners must survive with average benefits bardy 70 percent of the poverty
level. Single mothers must try to feed families with childcare dlowance payments that — even with
recently enacted supplements — may be bdow onetenth of the offidd per capta povety leve.
Low bendfits provide little protection for people and families a a time when Ukrane is suffering
from a wrenching economic trandtion. Between 1990 and the end of 1997, rea measured Gross
Domedtic Product hed fdlen by one hdf, manufacturing output by 57 percent, agriculturd output by
60 percent, and the number of employess on unpad leave or on involuntary part-time work hed
grown to one quarter of the workforcee. Wages and benefits were, on average, more than two
months in arears. In some communities, some employees had not been pad for nearly one yesr.
While the gray economy provides additiond income for some Ukranians, opportunities are
reaivey limited and not digtributed evenly throughout the country.

Per cgpita income of Ukrainians today, as reported to GOU daidticd agencies, is a about 12
percent of the leve in the USA, 20 percent of the average for the 15-member average for the
European Union, 40 percent of the levd in neighboring Poland, and even bdow the meesured levels
for China, Sri Lanka, and Papua-New Guinea! Comparison of expenditures on food confirms the
low level of red incomes in Ukraine rdaive to European countries. In Ukraine 56 percent of the
gross income of urban families and 66 percent of the income of rurd families is spent on food. The
average shae of household income spent on food in the 15 European Union member countries is
only 14.8 percent, in Poland, 29.9 percent, in Sovakia, 25.8 percent, and in Rumania, 48.5 percent.

Not surprisngly, economic hardship has become the mgor focus of political debate in Ukraine
Opponents of reform have argued that the government has faled to provide adequaidy for the
socid protection needs of the population.  In April 1995, the Supreme Rada dismissed the entire
government because it hed failed to protect people from adverse economic circumstances.

Ukrane needs a draghtforward sysem for defining who should be digible for targeted socid
assidance. Today, there are saverd different definitions of who should be digible described in the
Condiitution, in laws setting up socid asssance programs, and in other normative acts linked to
issues such as the poverty leve, and other issues. The Conditution, for example, ensures tha dl
Ukrainians will be guaranteed a “Minimum Subsstence Levd” — but this term has not yet been
defined by lav. The povety levd is defined in terms of a minimum consumption levd — a
combination of goods and services required to survive a a low sandard of living. Neverthdess, it
is not legdly linked to ay targeted assstance program. Socid assstance programs, on the other
hand, have devedoped ther own digibility standards without reference to any poverty dandards.
The housng subsdy program defines digbility in teems of monthly payments for housing and

1 See“UN Statistical Commission, New York, 1997, p. 141, and Economic Commission for Europe, Geneva, 1997.
2 See*Internationdl Comparisons of Gross Domestic Product in Europe,” OEC D, Geneva, various years.
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communa  sarvices exceeding 20% of household income®  Targeted childcare assistance is
avalable to families with per cgpita monthly incomes bdow 37 Hrm. Some socid assdance
programs ae based on the economic circumstances of households (the housing subsdy program),
some on the crcumdances of families (targeted childcare assistance), and some on individud
crcumgances (funerd alowances, socid pensons, and privileges).

With s0 many different standards, it is impossble to create a unified sysem of providing targeted
socid assdance to needy Ukranians.  Without such a unified sysem, many families and
households fall to receive dl the assstance they need. At the same time, with many different
sysems for edablishing digibility, the adminigtrative system is cumbersome. This is a burden to
people in need of tageted assistance, who mugs vist many different offices and fill out many
different forms. It is dso unnecessrily expensve for the State and for loca adminidrations to
manage.

The GOU is devdoping new definitions and new concepts for this purpose. This paper
recommends ways to create a unified and more effectively targeted system. There are two
goproaches used to defining the povety levd. The fird, used in Ukraine and in the USA, is to
edimate the costs of purchasng the goods and services necessary to survive & a minimum standard
of living. The second gpproach, which is used in a growing number of countries, is to fix the
poverty levd a a certain fraction of a measure of earnings by working people — the average wage or
the minimum wage, for example. Although the second approach has severa advantages over the
former, it cannot yet be adopted in Ukraine because the measurement of income is less rdiable than
the measurement of expenditures as away of ng family need.

Section 2 of this paper describes the current legd terms used on issues reated to poverty and
guarantees for socid assdance and the legd bass for seting povety leveds and minimum
subsigtence levels — based on these lega terms.  Section 3 describes current practices used by the
State Committee for Statisics to measure incomes and expenditures -- needed to apply the legd
terms in targeting socid assgtance programs.  Section 4 recommends how to create a standardized
and dmple sysem for defining digibility for targeted socid assigance and dso how to improve the
system for measuring individua and family income and expenditures.

% In June 1998, the cabinet of Minigters raised the share of income households must pay from 15% to 20%. An
exception is granted for households conssting of adults whose income consists entirely of pension or invalid benefits.
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2. ALTERNATIVE LEGAL DEFINITIONSAND TERMS RELATED TO
POVERTY IN UKRAINE

21 AN OVERVIEW OF DIFFERENT TERMS

The current legd framework for defining poverty and for setting digibility for targeted socid
assistance is confused and inadequate.  Recognizing this, both the Supreme Rada and the Cabinet of
Miniders ae developing ways to implement the guarantee or a "minimum subsstence levd™.
There are at least four terms of critica importance — yet none is clearly defined in the law and none
linked directly to socid assstance programs. Theseterms are:

Minimum Subsisence Levd. This tem is used in the Conditution to define what dal
Ukrainians are guaranteed — and is therefore dosdy linked to digibility for targeted socid
assgance. The Conditution dtates that “pengons, other types of socid benefits that comprise a
mgor source of living shdl ensure a living gandard not lower than a minimum subsistence level
edablished by the law” (Article 46, paragrph 3). A draft lawv “On a Minimum Subsistence
Levd,” was submitted to the Supreme Rada on January 22, 1998. It defines the term as the
cods of a set of food products, non-foods, and basc services that ensures basc physologicd
and sodio-culturd needs of a human being — dthough anew draft law is being prepared.

Minimum Consumption Level This is the per capita monthly income needed to give a disabled
person the ability to purchase goods and services a a minimum leve that will specified in draft
legidation known as the Law “On a Minimum Consumption Level”. This is intended © be the
bass for targeting asssance to those leest able to look after themsdves. The law does not
define a minimum consumption level for working age adults or for children and is therefore of
little use as the bass for defining poverty.

Minimum Consumption Budgel. This is a st of food products and nonfoods and services in
the in-kind and money equivaent that meets the basc human needs, as defined in the Law “On
a Minimum Consumption Budget,” 1991. The preamble of the law daes tha it lays the
“grounds for socid protection and socid guarantees for the populaion of Ukraine in a trangtion
to a market economy”. The Law is no longer in affect due to the passage of the Law “On a
Minimum Consumption Leve” (see preceding bullet).

Poverty Level. In mog naions socid asssance policy is based on providing assstance to dl
people and families that fdl bdow the “poverty levd.” Laws creging and governing the
adminigration of socid assigance programs usudly specificdly refer to the poverty levd. In
addition, there are laws assgning respongbility for setting the poverty levd. The respongbility
usudly rests with the nationd ddidicscollecting agency. Ukraine has defined the term
“poverty level” but has nat linked it to social assistance programs.

In addition to these four terms, normative acts and socid protection programs use two other terms
when discussing theissue of poverty. These are:

Minimum pendon benefit. Because of the very low leve of pension benefits received by people
who have not worked for the full 35 years or have worked in low-paid work, the Penson Fund
has paid supplementary benefits to provide a guaranteed minimum pengon. This was defined in
the law XXXXX
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These terms are discussed in detall in the following subsections of this chapter.

2.2 M INIMUM SUBSISTENCE L EVEL

The Conditution of Ukraine daes that ctizens will be guaranteed a minimum dandard of living
through socid protection programs.  The guarantee defines what may be regarded as the poverty
leve, cdling it "the minimum subssence level." The Conditution dates that “Pensons and other
socid payments and bendfits that are the principad source of living shdl ensure a living sandard not
bdow a minmum subsstence level specified by the law" (The Conditution of Ukraing, Article 46,
paragraph 3).

However, the Conditution does not define the minimum subsgsence levd. This definition would
be provided with the enactment of the draft law “On a Minimun Subsistence Level.” Two versons
of this draft law have been prepared. The first was submitted to the Supreme Rada in January 1998.

The second is being drafted by the State Committee for Setitics.

2.2.1 Supreme Rada Draft of "Law on Minimum Subsistence Level"

A draft verson of the lav "On the Minimum Subsistence Leve" was submitted to the Supreme
Rada on January 22, 1998, by a group of deputies heeded by Mr. Oleg Chupakhyn. The draft Sates:
“A minimum subsgtence leve is a cogt vadue of food and consumer baskets that provide for basic
physologicd, socid, and culturd needs of a human beng” (Artide 1). It would be cdculated usng
“soientificdly grounded and consumption baanced dandard consumer baskets based on minimum
consumption norms and normatives’ (Artidle 2, paragraph 2). Thus it is envisaged that the
minimum subsistence level will be cdculaied in atwo-stage process:

1 Deveoping asandard set of commodities and services — the so-called consumer basket;

2 Setting minimum consumption norms per capita for each of these goods and services, and

3 Foallowing the practice in other countries, cregting a sysem of adjusting normatives for families
of different 9zes.

Then, it is necessary to estimate how much a family needs to spend to purchese these basic goods
and sarvices Mog countries, estimate different poverty levels differentiating among regions and by
type of resdence (usudly, urban and rurd aress). Cogt surveys should be made a the lowest cost
shops in an aea At present, Ukraine does not publish data that would dlow differentiation by
region and type of resdence and publishes the average, not the lowedt, prices. Ukraine dso does
not atempt to adjugt for family sze. A sx-member family is assumed to require Sx times as much
income as a sngle member family. In most other countries, additiond adults are weighted by a
factor of lessthan one.

The Supreme Rada draft “On a Minimum Subsistence Level” replicates most of the language in the
prior law “On a Minimum Consumgtion Budget.” The magor differences are that the new law uses
a new term and requires gpprova of the minimum subsistence level by the Supreme Rada based on
recommendations submitted by the Cabinet of Minisgers of Ukrane. While introducing the new
term, however, the draft does not cancd the old term.

The draft does cdl for the cdculation of the “the minimum subsgstence levd for mgor socid-
demographic groups in the average per capita and per member of households of various
composition” (Artide 2, paragraph 3). It, therefore, would dlow for the edtimation of different
minimum stbs stence levels according to the Size and composition of the family.
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Article 3 defines broad procedures for esimating the minimum subsistence leve. It provides a lig
of generd food and other expenditures to be included. It defines that the cost of the minimum
subsgtence levd is determined “depending on average retal prices for corresponding goods and
sarvices — dlowing for dl types of trade’ (Article 3, paragrgph 3).

Articde 4 defines procedures for edimating and approving the minimum subssence levd. The
Cabinet of Minigers would make estimates, conddering dternatives drafted by trade unions and the
Association for Protecting the Rights of Consumers.  Then the proposed minimum subsistence leve
would be examined by a pand of experts. The draft would be submitted to the Supreme Rada each
year, together with the State Budget of Ukraine. The minimum subsistence level could be revised
during the year if @nsumer price increases. The revised level would be reviewed by the Rada at
the same time as the Rada reviews other State Budget indicators (Article 4, paragraph 3).

2.2.1 Sate Committee for Satistics Draft of "Law on Minimum Subsistence Level"

The State Committee for Statidic is prepaing a verson of the draft law, with some important
differences from the verson prepared by the Supreme Rada. While the Supreme Rada draft States
cdealy tha “The minimum subsstence levd is the cost vdue of the food and consumer baskets in
the inkind or money form,” the GosKomStat definition is less clear. It Sates “A minimum
subsstence level is a measure that, in the money form, defines a level of consumption of foodstuffs
and consumer goods required to ensure human vita functions and hedth protection”. This implies
that there exigs an abolute “leve of consumption,” and a minimum subsstence leve defines only
its cog.

The provison in the Supreme Rada verson to dlow for differences in housshold sze and
compasition is dso omitted in the GosKomStat verson. The firg draft clearly enumerates items
and sarvices to be included in the minimum subsistence level. The GosKomStat dreft refers only to
a procedure — to be defined -- for liging items. The lig would be prepared in collaboration with the
Federation of Trade Unions of Ukraine, and would be approved by the Cabinet of Ministers® The
draft is supplemented with the draft “Procedure of Defining a Minimum Subsistence Levd,” which
gpecifies that the minimum subsistence level conssts of 5 dements:

1) Foodstuffs;

2) Nonfoods,

3) Housing and communal services,

4) Other sarvices,

5) Taxesand other mandatory payments.

Food items would be defined usng the 1991 procedures edtablished by the Ministry of Hedth
Protection created a minimum food basket that includes 43 items dasdfied under 12 groups. The
amounts of each food item were different for each of 11 age groups and for maes and femaes®
Neither the items included in the food basket nor the amounts determined for each item are regarded
as satidfactory by international experts.  The World Bank reviewed Ukraine's food basket and found

“ Besides, of many trade unions that function in Ukraine the law dlows only an “officid” trade union to paticipate in
defining a minimum subsigence levd. The GosKomStat draft has other objectionable provisons and numerous
inaccurecies.  For example, the Supreme Rada would not gpprove the cost of the minimum subsistence level, but would
“defing’ it —although what is meant by defining is not described in the draft.

® The A sdection of groups is disputable, for examples children under 18 years are divided into 5 groups, while adults —
only into 3 groups, separately for men (18-59, 60-74, and 75 and older) and women (18-54, 5574, and 75 and ol der)
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it more than adequate for survival.® In fact, it identified the levdl of some nutritiona dements (for
example, saturated fat) as dangeroudy high. In addition, the food component of the MCB does not
represent the lowest cost combination of foods necessary to achieve its nutritional content. The
food component of the MCB, therefore, has serious disadvantages as the baeds for drawing
Ukraine's poverty leve.”

The shae of expenditures for nonfood items is delermined datidicdly, usng data on such
expenditures by the lowest decile of the population usng data compiled through GosKomSat's
quarterly survey of household income and expenditures. It would be set equa 20% of the cost of
the food basket.?

The measurement procedures for monthly expenditures on housng and commund services would
adso be gecified Satidicdly. At another point in the draft legidation, however, it is daed thet it
should be set equd to 15% of the cost value of a minimum subsistence level.” The costs of "other
sarvices' and "taxes and mandatory payments' would dso be determined datidticdly, using actud
expenditures of the lowest decile o the population in the quaterly income and expenditure survey.
Usng daa from August 1997, it is possble to edimate wha the "minimum subsigence levd"
would be. Thisisshownin Table 2 below.

Table 2: Hypothetical Estimation of Minimum Subsistence L evel
(Using Cost Data from August 1997)

Components of Minimum Subsistence Level Percent Hrywnya
(Aug 1997)
1 Foodstuffs 65.1% X
2 Nonfoods 13.6% X
3 Housing and communal services 15.0% X
4. Other sarvices 4.0% X
5. Taxesand mandatory payments 2.3% X
Total 100% 108.5

In August 1997, the cogt of the minimum food basket was 70.67 Hrn per cepita per month. This
would correspond to a minimum subsgence leved of 1085 Hrn, usng the methodology as
described in the draft law. It is not possble to estimae how this per capita average would be
adjused for individuds of different ages and for families of different Szes. The sSze and age
digribution of household members should be taken into account when egtablishing poverty leves
for different types of family.™°

® Se Ingruments for Social Policy Design: The Minimum Consumption Basket. The World Bank, Washington DC,
1993.
" Ibid.
8 It is not clear why it is regarded as necessary to estimate these components statistically as well as set their level as a
specific ratio of food expenditures.
® This would have to be modified to reflect the provisions of Decree XXX that raised the share of income families must
pay from 15% to 20% in July 1998. This decree excludes from the requirement to pay the increased share families
made up of adults whose income consists entirely of invalid or pension payments.
19 Economies of scde ad equivalence scales currently used by the U.S. Census Bureau to adjust poverty thresholds for
differences in family size and composition alows one to draw a more accurate picture of families poverty Stuation.
The equivalence scales implicitly used in deriving the officid poverty thresholds of OECD countries and the U.S. can
be goproximated with asimple formula

0) w=p/s®
W is defined as the family equivdent income per capita It can be cdculated from family digposable income D and size
S. As can be seen, the result of the computation depends on a single parameter e, the dadticity of need with respect to
family size. The family sze eéadticity varies between 0 and 1, with larger eadticities implying smaller economies of
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2.3 M INIMUM CONSUMPTION L EVEL

The 1991 Law “On the Minimum Consumption Leve” includes four components (the list does not
indude taxes and other mandatory payments and dues) in the minimum cansumption leve. These
are;

1) Food,

2) Nonfood items,

3) Housing and communa services,

4) Other services.
Food items are, as with the new "minimum subsstence level" edimated based on a food basket,
creted from "socid norms of consumption for persons unable to work" by gppropriae scientific
inditutions.  They were embodied under the name “Temporay Norms of Consumption of
Foodgtuffs for Disabled Persons for the Criticd Economic Stuation.”  Although they have never
been formdly approved by decree of the Cabinet of Miniders, as is required by law, they ae
employed at present. The volumes are shown in Table 3, below:

Table 3: Annual Volumes of Food Consumption for Major Food Groups
(Included in Minimum Consumption Basket)

Item Volumeof Monthly
Consumption

Bread 110kg
Potato 135kg
Vegetebles 80 kg
Fruits, berries 37kg
Meat and fish 23kg
Dairy products 180 kg
Egos 180
Sugar, confectionery 21 kg
Vegetableall 7kg

Note: A detailed ligt of dl foodstuffs and their chemical
composition is presented in Attachment 1.

To determine the cost of a food basket, the State Committee for Statistics is required to collect and
andyze informaion on average prices in regions and nationwide. Based on these average prices,

scale.  The OECD equivdence scale, for ingtance, assigns a weight of one to the first adult, 0.7 to other adults, and 0.5
to each child. Given the sze and compostion of an average OECD family, can be roughly approximated by e equd
0.7. The Congressond Study Pand examined the officid poverty threshold currently used by the U.S. Bureau of
Statigtics in 1995. It recommended that the scale economy factor (which is a power in the formula) should lie in the
range of 0.65 to 0.75. In addition, the scde proposed by the pne trests children on average as consuming 70 percent
as much as adults before gpplying the above mentioned factor e to the number of adult eguivdents in the family.
Modifying formula (1), a messure recommended by the pand for determining family equivaent income can written as
fdlows:
an W=D/(N+0.7K) &

where N is the number of adults in the family, and K is the number of children. The denominator in formula (Il) can
then be interpreted as the equivdent number of single persons.  The effect of suggested equivdlence scde (1) and
family type on estimates of family equivadent income can be illusrated with the example of a threeperson family of
two parents and one child. Suppose that the total disposable income (D) of this family is 200 Hrn per month. Also
assume that €=0.7, N=2, and K=1, and W=100 per person. The smple average measure of family disposable income
per capita that is currently used in Ukraine would be W=66.67 Hrn (because in the case of the officia poverty measure
the denominator in the formula (Il) is st equd to S, family sze). This smple example cdealy illusrates the
importance of economies of scale and family composition in assessing family poverty sitetions.
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the Ministry of Labor (now the Ministry of Labor and Socid Policy) was to determine the cost of
the food component within the cost vaue of the poverty levd (the law does not require the

caculation of different costs by region or by urban and rurd differences).

In compliance with the procedure gpproved by the Cabinet of Minigers the cost of the consumer
basket (with an exception of housng and commund services) should be determined based on actud
expenditures of low-income families. At present, no such procedures are carried out. The Law
gpecifies that the cost of non-food items in the consumer basket cannot be less that 15 percent of the
cog of the food items (Article 2, paragraph 3).

The cog of the third item, housng and communa sarvices, is to be determined in compliance with
the Decree of the CM of Ukraine, No. 119, February 4, 1998. According to the Decree, household
expenditures for such services (if the household is to recaive a housng subsdy), should not exceed
15% of the totd income of al persons with a propiska for a specific resdence (20% since July
1998). This norm is used in cdculaing the cogts of housng and commund sarvices, which is why
it comprisss 15% of average household per cepita income In determining the minimum
consumption leve, the cost of the "other services' component should, by law, be determined based
on an andysis of actua household expenditures by the State Committee for Statistics™ It does not
perform this task a present. In 1997, the minimum consumption level was set a 70.9 Hrn per
cgpitaper month. In 1998, thiswasraised to 73.7 Hrn per capita per month.

Unfortunately, no current draft includes in the basket of goods and services expenditures necessary
for families with working members — such as trangportation costs and the costs of day-care of
children below school age. This discourages participation in the workforce.

In defining the Minimum Subsstence Leve children over the age of 14 years should be included on
as adult household members.  In most normative documents in Ukraine, dl children under 18 years
of age are conddered to consume less food, clothing and other goods than adults.  In most European
countries, however, the dividing line between children and adults is st lower from the perspective
of weighting the household poverty levd. The usud dividing ageis 14 years.

In summary, the procedure for setting what would be cdled "the poverty levd" in most countries,
under current Ukrainian legd and adminigtrative proceduresis as follows.

1) The cost of a food basket is defined (the contents of the basket itsdf is determined by
“Temporary Food Consumption Norms for Disabled Persons under Criticd Economic Situation”
developed by the Ministry of Hedth Protection of Ukraing). Average food prices for Ukraine,
estimated by the State Committee for Statistics, are used to do this.

2) The cogt of nonfood itemsis set equa to 15% of the cost of the food basket.

3) The cogt of sarvices (excduding housng and communa services) is determined. This should be
done usng data on actud expenditures provided by The State Committee for Sttidtics, but in
practiceissmply sat as equd to a percentage of the cost of food items.

4) The cog of housng and communa sarvices is set equa to 15% of the household per capita
income, dthough it should be st based on family expenditure survey data provided by the State
Committee for Statistics.

™ In compliance with Decree of the Cabinet of Ministers, February 4, 1998, No 119, housing and commund service
expenditures should not exceed 15% of a total income. This, however, is only for an amount of living space occupied
by the household that below the amount of space defined by the sanitary normative. In determining the cost vaue of a
minimum consumption level, however, no such alimitation has been imposed.

2 The law does not state whether expenditure data should be tha of low-income households or the average for dl
households
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2.4 POVERTY L EVEL

The poverty leve is defined in most countries as the levd of income bdow which households and
individuas will be digible for some type of targeted socid asssance. It is, therefore, equivdent to
Ukraines "minimum subsstence levd" (or the erlier ""minimum consumption leve™).

There ae two different methodologies employed, internationdly, for setting the poverty leve.
Thee ae 1) an "absolute’ poverty leve, defined in terms of the ability to purchese a fixed "basket"
of goods and savices — this is the method used in Ukraine (and in the USA); and 2) a reative
povety leve -- used in a growing number of countries — defined as a fraction of average family
income, average wage, or average per capita expenditures.

2.4.1 An Absolute Poverty Level

The methodology for seting the poverty level used by the Government of Ukraine is an “absolute
poverty levd” -- a fixed volume of consumption of goods and services expressed as the amount of
money needed to purchase dl items. An absolute poverty leve, however, adjusts only for changes
in prices and not for changes in consumption paterns. It should be adjusted frequently in response
to ghifts in consumption paterns by families In Ukraine today, for example, the share of
household expenditure devoted to housng and communad sarvices is rigng as a result of incresses
in taiffs  As families pend a larger and larger share of ther income on housng and communa
sarvices, the edablished “absolute poverty leve” will fal to rise rgpidly enough because of the
smdl weight atached to these items in consumer budgets. The problem with an absolute type of
meesure isthat it is difficult to establish an “ absolutely objective’ minimum.*

The absolute poverty level dso fals to adjust for risng red incomes among the populaion & large
Poverty is rddive. As the gandard of living of the population and the avaldbility of services and
goods changes, 0 the poverty level must dso be changed.® Poverty is relaive, not absolute
Therefore, it is important for Ukraine to edtablish an acceptable and transparent process for
sydematicdly “updating” the povety levd. This is bet done by fixing the povety levd as a
percentage of a regularly measured economic indicator — that is, to create a relative rather than an
absolute measure of poverty -- discussed in the following subsection.

2.4.2 A Relative Poverty Level

Many countries sat the poverty leve as a percentage of the average household income, the average
wage, or of average housshold expenditures®  This meesure can be calculated directly from the
ddtidics provided from the quarterly survey of household incomes and expenditures. There is no
need to cary out regiond surveys of prices or to worry about what items should be included in the
consumption basket.  In addition, the poverty level automatically increases as overdl economic
conditions improve.

Because of the underreporting of income in Ukraine, the best "benchmak" againg which to
measure the poverty leve would be average household expenditures. This is the measure used in a
recent sudy of povety in trandtiond economies by the World Bank. The povety levd wes
defined as two thirds of the mean household expenditure per capita

B see the work of World Bank consultants Anne Kendal, Bradford Mills, Juan Munoz, and David E. Sahn in
Instruments for Social Policy Design: The Minimum Consumption Basket, The World Bank, Washington DC, 1993.

¥ n the USA, for example, poor families are expected to be ae to afford a telephone and even an automobile. It
would be unrediigtic to include these items in the “ basket” of commodities and services of apoor Ukrainian family.

'> 5ee The World Bank " Determinants of Poverty,” Op. Cit..



Alternative Mechaniss for Targeting Social Assstance 13

In lae 1996, the Minigry of Labor and the Minidry of Statisics proposed to introduce a “reaive’
measure of poverty in Ukrane to replace the consumption basket procedure.  They proposed to
measure the poverty level a between 47% and 50% of the average per capita incomel® As the
differences between average (or mean) houschold expenditures and incomes narowed to
"European” dandards, Ukraine could switch from messuring povety agang  expenditures to

measuring poverty againg income.

2.5 OTHER TERMS

Some levd of sodd protection is dso provided by the minimum wage and the minimum pension
benefit — described in the following subsections.

2.5.1 The Minimum Wage
Article 95 of the Labor Law Code of Ukraine specifiesthat:

“The minimum wage is legidaively established amount of wage for unquaified work that is
used as a lower limit of remuneration for monthly or hourly norm (volume) of work peformed by a
worker.

The minimum wage will not include bonuses, supplementary and compensatory payments.

The minimum wage will be established and updated in compliance with Articles 9, 10 of the
Law of Ukraine "On Labor Remuneration”.

The minimum wage is a Government socid guarantee that is mandatory nationwide for
busneses, inditutions, and organizations irrespective of a form of ownership and type of activities
aswdl asfor individuds».

The Law "On Labor Remuneration” establishes the lower limit of the minimum wage: “The
minimum wages should not be lower than the per cgpita minimum consumption leve” (Artice 9,
paragraph 2). The minimum wage is to be set by the Supreme Rada based on recommendations
submitted by the Cabinet of Minigers of Ukraine. This should occur annudly, & the same time as
the Rada considers the State Budget of Ukraine (Article 10, paragraph 1).

Therefore, the minimum wage should not be lower then the minimum consumption leve.
However, the Supreme Rada, by the Law of Ukraine "On Egablishing the Minimum Consumption
Levd and Minimum Wage for 1998", edablished the minimum consumption levd a Hrn 73.7 and
the minimum wages a Hrn 45, effective January 1, 1998. The minimum wage is to be raised to Hrn
55 effective uly 1, 1998 — ill below the minimum consumption leve.

2.5.2 Minimum Pension Benefit

Amounts of penson benefits are regulated by two Laws of Ukraine "On Penson Security”
and "On Penson Security of Servicemen, Managerid Staff and Rank and File of Internd Affair
Authorities’. This subsection discusses only the firgt law since it af fects mgority of the population.

The Law "On Penson Security” regulate granting labor (old age, disability, survivor's, and
long sarvice) pensons and socid pensons Long sarvice pensons usudly exceed sandard old-age
pensions.

“Old-age penson benefit will be granted a the rate of 55 percent of earnings (Article 64)
but at least a the amount of minimum pension benefits’ (Article 19, paragraph 1).

The minimum pengon bendit, like the minimum wage should be dealy rdaed to the
minimum consumption leve. Spedificaly,

“The minimum old-age penson benefit will be established a the amount of the minimum
consumption budget. Under economic criss and production decline the minimum old-age penson
benefit will be not lower then the minimum consumption level” (Artide 19, paragraph 3). In S0

% See “Poverty in Ukraine” Paper by Dr. Andrei Revenko, Indtitute of Economic Forecasting, Ukrainian Academy of
Sciences, February 1998. This would place between 7.2 million and 8.4 million people (the latter is 16.5 pacent of the
population) below the poverty level
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doing, “the minimum old-age penson bendfit will be adjused to ether minimum consumption
budget or minimum consumption level” (Article 19, paragraph 4).

Nonetheless, bendfits (including dl supplements) of many individuds (some Hrn55 in
Augugt 1998) are bardly one hdf the minimum consumption level.

Minimum disbility and survivor's benefits ae equd to sodd bendfits  Socid penson
bendfits for various categories of individuds are 30%, 50%, 100%, and 200% of the minimum old-
age penson benefit which, in tun, canot be lower than the minimum consumption leve.
Consequently, the current laws dlow some caegories of penson benefits be lower than the
minimum consumption level.  This contradicts the basic principle of the minimum wage and
minimum adld-age pension that they should not be lower than the minimum consumption leve.

Such low bendfits only 30% of 50% of the minimum old-age benefits (i.e. are lower the
minimum consumption level), meke ther recipents digible for socid assgtance, for which they
must apply to the same agency responsble for granting penson benefits (Article 5 of the Law of
Ukraine "On the Minimum Consumption Leve™). This means poor people will be pushed towards
another round o bureaucratic gpplications, dthough the Cabinet of Minigers of Ukraine, despite
the requirements of the above-mentioned articdle, has not yet established procedures for granting this
assistance.
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3. CURRENT PROCEDURES FOR MEASURING FAMILY INCOMES AND
EXPENDITURESIN UKRAINE

3.1 OVERVIEW OF SOURCES OF INCOME AND EXPENDITURE STATISTICS

There are two mgor sources of information about the economic datus of families, individuds and
households.  All three measures are important because of the problems in accuratdly measuring
incomes and expenditures from a sngle source. Careful and condant Satidtical research is needed
to use reaionships among these two sources to confirm and cdibrate datisticad reports from each
source. The two sources are:

The Quarterly Survey of Family Incomes and Expenditures conducted by the State Committee
for Statidtics  This is based on questionnaires filled out by 16,400 families eech quarter. This is
the only source of datatheat is derived from the population asawhole.

Adminigtrative Databases derived from casdoads of families or households receiving targeted
socid assdance.  Locd offices adminigering al socid asistance programs are required to
provide monthly summary reports to oblast depatments for the State Committee for Statistics
and for the Minisry of Finance. These summary reports are compiled into monthly reports thet
are published by the State Committee for Statistics The Ministry of Finance does not publish
monthly or quarterly reports from the financid datistics but does make quarterly estimates of
budget outlays for different socid protection programs.

The later databases are obvioudy "biased' in the sense tha they indude only households or
families with incomes low enough to qudify for socid assstance. Neverthdess, because the
information concerning family or household income must be verified by loca socd assstance
offices, income data in adminidrative datdbases may be more accurate than the information
volunteered by househdds in the quately survey of income and expenditure  For example,
household data compiled from housing subsidy cesdoad databases shows a consgently higher per
capita income than is recorded for the lowest quatile in information reported from the income and
expenditure survey.l” Therefore, it is possible to use data from each of these two sources to test the
accuracy of detareported in the other database.

Potentidly, the most useful database for “"auditing” family income and expenditure survey results
will be informaion reported to the State Tax Adminidration. The Sate tax Adminidration has
announced that the new sysem of quately personified reporting, usng individud Taxpayer
Identification Numbers (TIN), will begin during 1998. Neverthdess, a complete taxpayer database
isdill severd years avay.

3.2 PROBLEMSWITH THE HOUSEHOLD | NCOMES AND EXPENDITURES SURVEY

Both the World Bank and the International Monetary Fund have been working with GosKomStat
for severd years to improve reporting on household incomes and expenditures in Ukraine.  With
new computers provided by the World Bank, GosKomStat is beginning the difficult tasks of
implementing these changes. Nether of these two donors, however, have adequate resources to
provide technicd asssance to GosKomSta doaff to implement the new data collection,

Y See PADCO Policy Report No. 27, "Poverty Among Households receiving Targeted Socid Assistance” October
1998.
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compilation, nor andyss procedures. Therefore, GosKomSta has requested assdance in this
program from the USAID socid sector reform project.

The mgor issues that must be addressed in implementing reforms are:

3.21 Accurate and Comprehensive Reporting of Both Incomes and Expenditures

Severd internationd  organizations have reported that measurement of family incomes among
members of the former Soviet Union is far less accurate than in Centra and Eastern European
naions®  Typicaly, when standad procedures ae used to record family incomes and
expenditures, expenditures in the former Soviet Union are twice as large as incomes — clearly an
impossible situation.’®  This problem is illustrated in Table 4, below. The table shows the results of
a World Bank dudy of household incomes and expenditures in Sx countries — induding 2 former
members of the Soviet Union and four central European countries.

The reasons for the large differences between what people say they spend and what they clam they
receive as income have not been subject to detaled andyss. Expets however, dtribute the
problem to two factors. 1) the very large share of foodstuffs grown on smdl private land plots -- the
vadue of which is not induded in income but which is reflected in edimated expenditures, and 2)
the large fraction of economic activity that is unregistered — the gray economy — typicd of dl post-
Soviet economies.  This is the product of large barter transactions as well as ddiberate evason of

reporting.2°

The daa in the Table show tha households in Russa and Kyrgyz have very different expenditure
paiterns from those in centrd Europe. A much lower share of household expenditures in Russa and
Kyrgyz devoted to hedth and to housng and commund sarvices (the result of continued heavy
dae subgdization of these sectors), and much less discretionary expenditures on educatiion and
culture.  Expenditures are dso much less closdy rdaed to incomes than in centra Europe.
Therefore, severd World Bank experts have concluded the underreporting of income in the former
Soviet Union is so sarious that they recommend using expenditures ingead of income to measure
the economic atus of families.

Although Ukrane€s quately income and expenditure survey messures both income and
expenditures, current daidicad techniques and reporting procedures emphasize incomes and
downplay expenditures. It is likely, however, that the latter are a more accurate measure of the
economic status of families than are incomes. Therefore, in collecting and reporting data from the
quarterly survey, greater emphasis should be placed on expenditures.

8 See Jeanine Braithwaite, Chrisian Grootaert, and Branko Milanovich, Determinants of Poverty and Targeting of
Social Assgance in Eagern Europe and the Former Soviet Union, The World Bank, Washington DC, February 1998,
especialy chapter 1.

¥ The World Bank, Op. Cit, found that monthly expenditures were 2.33 times monthly incomes in the Kyrgyz
Republic and 1.5 times monthly incomes in Russa A smilar survey conducted in Ukraine during 1995 (but not used
in the cited report because the Ministry of Statistics claimed the World Bank study in Ukraine was flawed) aso found
that family expenditures were twice as high as family incomes.

? The prevdence of unregistered and undocumented economic activity and income, in turn, is the result of severa
factors.  Thee incdude cumbersome and poorly enforced regulations, high margind tax rates, corruption among
officids administering the tax and regulatory systems, and fear of the consequences of reporting information to officid

organs.
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Table 4: Household Income and Expenditures per Equivalent Adult, Selected Countries*
($ Per Month — Adjusted Exchange Rates)**

BExpenditureltem Bulgaria Egtonia Hungary Poland Kyrgyz Russa
Food 180 135 137 125 60 155
Housing 7! 49 129 54 6 6
Education/culture 14 11 2 18 02 3
Health 4 6 15 20 2 2
Transport/Communications 13 15 2 26 6 5
Clothing 13 25 Pl 21 6 42
Privatetransfers 8 5 8 Na 2 8
Other 35 19 3 31 4 31
Home consumption *k 19 *k 13 8 19
Tota Expenditures 362 285 412 308 A 271
Expenditure per capita 25 194 297 213 5% 194
Income per capita 206 190 278 229 24 130
Ratio: Expenditure/lncome 124 102 107 0.93 233 150

Source: Jeanine Braithwaite, Chrigtian Grootagrt, and Branko Milanovich, Determinants of Poverty and Targeting of
Social Assgtance in Eagtern Europe and the Former Soviet Union The World Bank, Washington DC, February 1998,
p. 15.

Notes. * The number of household members is weighted — reflecting edtimates of the contribution of additiond
household members to household costs. The firgt adult member of a family counts as one, the second, and subsequent,
adults count as 0.7; children under the age of 6 count as 0.4. In Ukraine, no weighting system for household members
hes been devdoped. Therefore, a family of six members is assumed to need six times as much income to survive & a
given standard of living as a family with only one member. In most countries, it is assumed that there are “economies
of scdé’ infamily expenditure

** Currencies are converted into dollars not a officid exchange rates but based on comparisons of prices of key
consumption goods.

*** "Home consumption” expenditures areincluded in food expendituresfor Bulgariaand Hungary.

3.2.2 Improving the Sample of Households Participating in the Survey?

The IMF reports that the sample of 16,400 households used as the bass for the quarterly income
and expenditure survey is not representative of the population as a whole.  Because the sample is
drawn from place of work rather than from place of residence (the latter is the typicd sample bass
used in western countries), it may be biased toward employees of dtate enterprises, which probably
creates a bias toward lower-income families. Because the sample lacks a specific “rotation plan”

for regularly replacing a pat of the sample, it suffers from a progressve loss of “representedness”
Families are pad to complete the lengthy questionnaires, which may aso have encouraged a
disoroportionatdy large number of low-income families to paticipate. GosKomStat aso reports
that a significant number of families selected for the sample refuse to participate.

The sample is ds0 unnecessarily large and collects what IMF consultants have judged an excessive
amount of data This dows data processng and raises codts In 1998, GosKomStat begen
implementing improvements in the survey sample and in the survey questionnaire.

2 The conclusions in this section are based on preliminay reports prepared by consultants to the IMF and on
conversations with IMF experts.  See “Design and Implementation of a New Household Budget Survey for Ukraine”
Alberto Martini, the Urban Ingtitute, Washington DC, November 1997.
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3.2.3 Including Estimates Unreported Income

The prevaence of the gray economy — larger then the officid economy by some estimates” —
means that incomes of many households and individuds are underreported.  While there have been
a few attempts to messure the gray economy, there are, as yet, no proposads for its systematic
indusion in measures of GDP, per capitaincome, and household income distribution.”

The smplest gpproach to esimaing the volume and digribution of unreported income is obvioudy
the differences between household expenditures and incomes.  GosKomStat, therefore, should
prepare andyses of geographic, demographic, and socid factors rdated to this difference as pat of
the quarterly report on income and expenditures.

A soond goproach to including unreported income in edimates of family income is to collect
information about the ownership of assets in the survey and to impute incomes from these assats.
The draft law “On Socid Assdance’ submitted to the Cabingt of Minigers in July 1998
recanmends that, in determining digibility for targeted socid assstance, assats as wel as income
be taken into consderaion (see Artide 10). Assets would include the ownership of dwedling units,
automobiles, land plots and financid assts (bank accounts, privatization certificates and cash).
The draft law does not specify how assets would be taken into consderation — deciding this will be
the respongbility for the Cabingt of Minigers. If Ukraine is to embark on including assets as well
as income, these factors should be consdered when messuring family income and expenditures in
the quarterly survey. This will require the devdopment of new methodologies for asking questions
concerning asset ownership and for the devdopment of ways of imputing income associated with
as=t ownership.  The experience of the USA may be hdpful in this regard and is summarized in
Table 5, below.

Reasonable estimates of imputed income earned through the ownership of assets can be verified by
examining the reationship between the extent to which a family's expenditures exceed its income to
the ownership of assets  While it is not possble to indude fully dl sources of unreported income, it
is possble to narrow the ggp between reported incomes and expenditures to acceptable "European”
levels.

2 See Danid Kaufman, “Measuring the Ukrainian Economy,” World Bank paper, 1997.
% TACIS conducted a pilot survey to measure gray economy income in kte 1997. The results of the survey have not
yet been released.
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Table5: Identifying and Valuing Assets of Social Assistance Applicantsin the United States

| dentifying Asset Ownership

Asst
1 Automobile
2. House or apartment

3 Second or multiple house(s) or apartment(s) or
land

4. Luxury items such as jewelry, fur coat
5. Cash, bank account, securities

Method of Identifying Ownership
1. State Motor Vehicle Administrations
2. Loca Tax Assessors Offices

3. Loca Tax Assessors offices or income tax
forms

4, Observation in house

5. Bank satements, Past Income Tax Returns,
Credit Check

Measuring Asset Value

1 Automobile

House or gpartment

Second house or apar tment or land
Clothes
Luxury items such as jewery, fur coat

o g b W N

Cash, bank account, securities

Method of Placing Value on Asset

1. “Blue Book” showing average retail price of
automobiles

2. Local tax assessors office or appraisa

3. Local tax assessors office or appraisa

4. Obsarvationd estimae

5. Jewery/specidist appraisd

6. Bank statements/Past Income Tax
Returng/Credit Check

Two Methods Used to Include Assets When Determining Eligibility for Targeted Assi ¢ance

NP

sets annua income at 5% of the value of an asset)

Setting a cap on the total value of assets owned by afamily (in the USA, today, the cap is about $5,000)
Imputing an income from assets owned by a family (in the USA, some programs use a simple rule that
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4, RECOMMENDATIONS FOR IMPROVING THE LEGAL AND
STATISTICAL BASISOF POVERTY

4.1 OVERVIEW

If scarce government resources are to be targeted effectivdy toward helping the poorest families,
three improvements in the legd and datidicd basis of povety ae needed. Fird, a sngle definition
— the Minimum Subsgence Levd — mud be defined in normative acts to determine digibility for
assdance.  Second, new procedures for gpplying this methodology must be introduced, and, third,
data measuring household income and expenditures must be improved. These are large tasks. The
following subsections describe a srategy for implementing these changes.

The principles that should guide the proposed reforms are;

The Minimum Subsgence Levd should fulfill the Conditutiond guarantee to the people of
Ukraine

The procedures for setting the Minimum Subsstence Level esch year should be smpe,
accurate, and based on verifigble data;

The sysem for setting digibility requirements for targeted socid assgance a is, the Minimum
Subsistence Leve) should lead to afiscdly feasible State Budget.

The program outlined in this section of the report meets these principles.

4.2 ESTABLISH A SINGLE L EGAL STANDARD FOR TARGETING SOCIAL ASSISTANCE

Eligibility for dl socid assgance programs — incduding housing subsidies, childcare assgtance, and
targeted family assgtance (as defined in the draft lawv "On Socid Assgance”), should be linked to
the Minimum Subsstence Levd. This linkage should be based on two parameters the Minimum
Subsgence Levd itsdf, and a coefficient that defines the fraction of the Minimum Subsstence
Leve benesth which targeted socia assistance will be provided to famiilies.

Under Ukraings present economic and fiscd conditions, it is not possble to raise dl families to the
Minimum Subsigence Levd. PADCO edimates that, to provide supplementary assstance in cash
to families recalving housng subddies to rase per cagpita incomes in dl families to 73.7 Hrn per
month (the poverty leved in mid-1998) would cost 1.3 hillion Hm per year®® Since the Minimum
Subsgence Levd will be higher than the poverty levd (because it will incude more goods and
savices), it is likdy to be severd years before the State Budget will have enough money to fully
redlize the Condtitutiond guarantee through spending on socid assstance programs.

4.2.1 Setting the Minimum Subsistence Level
The mgor recommendetion of this report is that Ukrane should andlyze the implications of
changing from using the cost of a given "basket" of goods and services to usng a fixed percentage
of mean household expenditures as the bass for defining the minimum subssence levd. The
advantages and disadvantages of making this change are summarized in Table 6 below.

" See PADCO Policy report No. XX, "Creating a Guaranteed Minimum Income Program for Ukraine" October 1998,
Table 4.
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The mgor disadvantage of the proposed method -- use of the percentage of average expenditure
goproach -- is that it does not guarantee that families will be able to purchase enough basc goods
and sarvices to survive. Tha depends on the percentage of average expenditures that is used to st
the minimum subsisence level. Therefore, the firg step is to andyze, datidicdly, the rdaionship
between average family expenditures — as reported in the quaterly survey of income and
expenditures - and the poverty leve during the past severd yearss Comparison will suggest a
reasonable percentage of average expenditures to use.  Compaison of the results with other
objective sandards such as those employed by the World Hedth Organization will ensure thet
Ukraine's sandards are compatible with those in other countries.

Table6: Advantagesand Disadvantagesof " Basket" and ExpenditureM ethods of M easuring
Poverty L evel

Current Method: Using Basket of Goods and | Proposed Method: Using a Fixed Percent of

Services Average Household Expenditures
Advantages
Ensures that households have enough food and other | Requires no specid surveys — can be cdculated directly
basic servicesto survive from daa collected within the family income and
expenditure survey.

Definition and procedures adreedy exiss under Ukrainian | Requiresno updating of "basket components'
law

Requires no updeting reflecing changes in overdl
economic and socid conditions

Requires no formula for adjusing for family sze
avaage expenditures  for  families with  different
composition can be calculated from quarterly survey data
Exiging income and expenditure survey is lage enough
to dlow cdculation of mean expenditures for different
families by region and type of residence

Disadvantages
Requires expensve and time consuming specid surveys | Will require new law on subsistence leve which should
of the prices of goods and servicesin different regions be preceded by empirical analyses of different measures
Requires updating of goods and services to be included
in basket
Requires updating of shares of totd expenditure
alocated among different goods and servi aes
Requires cdculation of specid formula to teke account
of family size and composition
Would require larger specid surveys to dlow regiond
differences and differences by type of resdence (urban
or rurd) to be estimated.

In summary, the proposed minimum subsstence levd should be edimated with the following
characteridtics.

1 Separate estimates should be made by region (4 or 6 main geographica areas of Ukraine)

2 Separate estimates should be made by type of residence (urban and rurd), for each region.

3 A "family compostion adjusment factor" should be edimated that provides different weights
for disabled, able to work adults, and children.

These different adjustments can be estimated by a standard crosssectiond regresson andyss of
the data collected through the quarterly survey of income and expenditures.
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4.2.2 Setting the "Budget Realization Coefficient"
The concept of the "budget redlization coefficient” can be illustrated by a smple example.  Assume
that the Minimum Subsistence Leve is caculated for the year to be 100 Hrn per capita per month.
Using data from the quarterly survey of income and expenditures (or from socid assistance offices)
it is edimated thet the budget cods of redizing different fractions of this subsgtence level are as
shown in Table 7, below:

Table 7. Setting Realization Coefficient from Budget Cost Proj ections

Realization Coefficient Projected cogt to the Sate Budget
(% of Minimum Subsistence Level used to of Ukraine of all targeted
determine digibility for targeted assstance programs
asssance)
0.50 400 million Hrn
0.60 600 million Hrn
0.70 900 million Hrn
0.80 1.3 hillion Hrn
0.90 1.8 hillion Hrn
1.00 25 hillion Hrn

In preparing the State Budget, the Ministry of Finance may determine that the total amount that may
be spent on targeted socid assdance programs is 600 million Hrn. In this case, the proposd
redization coefficient incduded in the State Budget would be 0.60 (together with the Minimum
Subsgence Level of 100 Hrn per capita). In passing the State Budget, the Supreme Rada may
decide to increese revenues or to shift money from other programs into the targeted assgtance
caegory, in order to spend 900 million Hrn. In this case, the redizaion coefficient would be 0.70.
All families with per capita incomes bdow 70 percent would be digible for tageted socid
assistance.

4.3 IMPLEMENTATION OF PROCEDURESFOR SETTING M INIMUM SUBSISTENCE L EVEL

4.3.1 Overall Srategy

Drawing the poverty leve is not just a matter of datigtics. Sdlecting a poverty measure is a broader
and more complex chdlenge. Indeed, there is no sngle, objective, “right” meesure. The right
poverty leve depends on some objective economic and socid charecterigtics, but it dso depends on
ubjettive pdlitica candderations.  The officid poverty levd must meet a leest three objective
criteria

In defining the poverty levd, it is dways necessary to badance the gods of providing an adequate
“sofety net” for families with the need to recognize what the government can afford to pay.” If the
government sts the poverty levd — the household income levd bdow which the government will
provide benefits -- too high, then it will creste a budget deficit that will require new monetary
emissons to cover. The resulting inflation will make dl families worse off. But if the Government
sts the poverty leve too low, then many families and children will suffer and the long-term
consequences on society will require costly remedies later.

Because it requires a ddicae bdancing of different objectives sdting the poverty levd requires a
thorough, transparent examination of who is poor, why they become poor, and how long they ae
likdy to reman poor. Policy mekers mugt recognize that adoption of a gpecific quantitative

% The purpose of the poverty level is to define a “socid safety net’: the level of income, which, if families suffer
economic misfortune, triggers digibility for socid benefits. A term for this role of the poverty leve is often referred to
asasdafety net inthe West, referring to the safety device often used by circus perf ormers on ahigh wire.
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measure, however abitrary and debatable, will have durable and far-reaching politica
consequences.  Adminigrations will be judged by their success or falure in reducing the officidly
measured prevaence of poverty. So long as any families are found beow the officid poverty line,
no politidan will be ale to dam victory in the war on poveaty or ignore the repested solemn
acknowledgments of society’ s obligation to its poorer members.

To meet these criteria, the Government of Ukraine must update the methodology and the procedures
for edablishing the officid poverty levd. While some of the suggested revisons to the poverty
levd definition will increese the data needed for messuring povety, the man bulk of
recommendations can be implemented with a minimum level of effort. The man recommendations
are;

1 GosKomStat, The Ministry of Labor and Socid Policy, and the Ministry of Finance should
undertake an andyss of the cogs and effectiveness of dternative methodologies for setting the
Minimum Subsistence Levd. This should include a comprehensve review of the currently used
nutritiona composition of the items included in the proposed Minimum Subsistence Leve.

2 The Minigry of Finance in collaboration with the Ministry of Labor and Socid Policy, should
devdop a fiscd modd cgpable of projecting the costs of rasng families to the minimum
subsstence level through various means. These may include the proposed guaranteed minimum
income program, increases in targeted child care berefits incresses in the socid penson, and
other proposads In order to reduce annud political conflicts, this modd should be developed in
conaultation with staff from the Supreme Rada Fiscal Anayss Office.

4.3.2 Implementation

Dedgn and implementation of the new poverty leve methodology will require continuing technical
assigance from internationa donors.  An effective drategy of collaboration between internationd
donors and the GOU on improving the messurement of the poverty levd should indude the
following seps

Sep 1: Negotiate an Agreement Between International Donors and GosKomStat  GosKomStat has
formaly requested assstance from USAID. Therefore, the first step in any drategy to improve
measurement of the poverty level must be the negotiation of a detalled memorandum of cooperation
between donors, the Cabingt of Minigers, and GosKomStat.  This agreement should include
concurence on the following mgor stepsin the implementation of the new system.

Task 2. Initisle a Program of Satigicd Andyss on Poverty in Ukraine in Ukrainian Research
Inditutions. The level of research in Ukraine on dternative methodologies for setting the poverty
leved must be expanded -- based on the examples from other countries as well as on Ukrainian
methods. This should be implemented by sponsoring research projects with a view to participation
in a research seminar after 6 months or 9 months. A pand of internationa as well as Ukrainian
experts should judge the results of Ukrainian (and internationa) research.  The resulting report
should be publicly avalable To encourage rdevant and high qudity research, the Minidry of
Labor and Socid Policy and the GosKomStat should rdesse basc Ukrainian income and
expenditure data and housng subsidy casdoad data (with individua names suppressed) to research
organizations throughout Ukraine.

Task 3. Create a Specid Group of Technica Experts responsible for Establishing the Poverty Leve.
Resources within agencies respongble for measuring the povety levd - especialy after recent
daff and budget cuts -- have nether the qudifications nor the time to desgn and implement a new
sysem. Progress is unlikdy unless a specid team is dedicated to the task and unless the team is
provided with adequate funding for daff and tools required for data assembly and andyss) to
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complete the task. This group should be responsible for managing research conducted under Task
2, for ensuring the datidica accuracy of data used when edtimatiing the poverty levd, and of
developing the permanent capacity to set the poverty leve.

These tasks will each reguire international funding -- to finance the initid additiond surveys to pay
for work by internationd experts, and to create the information infrastructure necessary to ensure
the timely flow of accurate information.

4.3 RECOMMENDATIONSFOR IMPROVING THE M ONITORING OF HOUSEHOLD INCOMES AND
EXPENDITURES

The largest and mogt important task discussed in this report is the improvement of the measurement
of income and expenditures of individuds and families in Ukraine.  The project will reguire a large-
scde reform of the operations of GosKomStat, training dtaff in loca agencies supplying basc data,
and coordingtion among severd internationd donors.  This subsection describes some of the mgor
deps that will be needed in order to ensure that the monthly income and expenditure survey is a
useful ingrument on monitoring economic and socid developmentsin Ukraine.

Sep 1 Review opportunities for providing technical support and improving the sysem among
internationd donors involved in the issue A meeting should be convened of internationd donors
involved in datidics issues - including USAID, the IMF, the World Bank, and TACIS, to assess
the practicability of cregting a coordinated program to improve the income and expenditures survey
and internal data compilation and processing proceduresin GosKanStat.

Sep 2 Negotigte an_agreement to reform the sysem, assgn responshilities, and st dates to
complete sthsequent steps.  If the result of step one is an agreement that it is worthwhile to proceed
with a survey improvement project, then the involved parties should negotiate a memorandum of
cooperation on the issue before beginning concrete work on redructuring and improving  the
monthly survey. This agreement should specify what magor changes will be made, who will be
responsble for specific asssance and tasks, and should include a workplan for implementation of
the changes. GosKomStat should sign this memorandum together with dl the internationd donors
involved in providing technica sypport for the process (including USAID, the World Bank, and the
IMF). Many of the methodologicd issues have dreedy been addressed through the work of
consultants employed in the IMF program of technicd assstance?® The workplan should incdlude
concrete changes such as reducing the sample size, diminating the sample bias toward low -income
paticipants in the survey, and creating specid “sub-questionnaires’ deding with specific economic
and socid protection issues that would be given to a rotating sample of paticipants.  The workplan
should dso incdude the improvement of daa Storage procedures within GosKomStat, improved
procedures for issuing data in machinereadable form to quaified research organizations (perhaps
charging afee for accessto the data), and imported techniques for data auditing.

Step 3: Dedgn a nationwide system for reporting information from raions to oblasts to GosKomStat
in Kyiv. Data collected by survey experts must often be entered manualy. Since there are more
thasn 12,000 questionnaires (even in the proposed smdler sample) and 140 quesions on eech
sanple, the data entry task is enormous. The potentid benefits of scanner and optical character
recognition technology should be investigated.

Sen 4 Dedgn sysems for maintaining databases and automaticdly preparing reports  Much time
is taken within GosKomStat in preparing reports, grgphics, and tables in wordprocessng format.

% See “Design and Implementation of a New Household Budget Survey for Ukraine” Alberto Martini, The Urban
I ngtitute, Washington DC, November 1997.
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Instead, core data base sysems must be connected to programs that autometicdly prepare charts
and tables for monthly, quarterly and annud reports.

Sep 5 Desgn training programs to assg daff in _converting to new techniques and to mantain
daff skills as new saff are hired Database staff within GosKomStat and oblast departments have
not received acequate training to familiarize them with new database programs, software design,
computer use, e-mal, and other means of dectronicdly trandferring data  The desgn and
implementation of new techniques — described in the previous steps — will have to be accompanied
by an extensve training program. To ensure the success of the ongoing training process, specid
traning manuds woud have to be prepared and the inditute staff who would act trainers would
have to be trained.

Sep 6: Desgn and implement a system for the disribution of GosKomStat reports and databases.
One of the maor differences between Ukraine and western countries with respect to satistics is the
secrecy with which GosKomStat and the Cabinet of Minigters envelops many databases — despite
laws that cal for open and transparent data®’ When data are released, there is little accompanying
information concerning the methodology used to collect and process the data A new sysem of
dhaing dae datidics and daidicd methodology must be developed to ensure that data are
regulaly avaldble to nongovernment research argenizations - including universties, research
inditutes, and internationa donor organizations.

The successful automation of the housng subsdy program has shown how importance these steps
ae  Without support from internationd donors a each sep, the program to create a better
functioning system of collecting, processing and digtributing satigtics will fall.

2 Article 4, Decree No. 214 of the Cabinet of Ministers, “Regulations on the Ministry of Statistics, Ukraine,” issued
March 22, 1993, dated that MinStat shal “ensure the authenticity, objectiveness, operation, stability, and integrity of
datistica datd’; and “the transparency and openness of consolidated data”



